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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF THE ADAIR COUNTY WATER ) 
DISTRICT, A WATER DISTRICT ORGANIZED PUR- 
SUANT TO CHAPTER 7 4  OF THE KENTUCKY REVISED 
STATUTES, IN ADAIR COUNTY, KENTUCKY, FOR 
( 1 )  A CERTIFICATE OF PUBLIC CONVENIENCE AND 

WATER DISTRICT TO CONSTRUCT WATER DISTRI- 
BUTION SYSTEM IMPROVEMENTSI CONSISTING OF 
SEVENTY-SIX MILES OF WATER TRANSMISSION 
LINES AND APPURTENANCES; ( 2 )  APPROVAL OF 
THE PROPOSED PLAN OF FINANCING OF SAID 
PROJECT; AND ( 3 )  APPROVAL OF INCREASED 
WATER RATES PROPOSED TO BE CHARGED BY THE 
DISTRICT TO ITS CUSTOMERS 

NECESSITY8 AUTHORIZING AND PERMITTING SAID 

O R D E R  

On March 3, 19868 Adair County Water District ('Adair') filed 

its application for an increase in water service rates, authori- 

zation to construct a $2,105,700 waterworks project for 516 new 

customers, and approval of financing for the proposed project. 

The project financing consists of a 7 3/4 percent loan of 

$1,155,000 froin the Fanners Hoioe Administration ( * h n H A * )  evidenced 

by 40-year waterworke revenue bondnf a grant of $891,000 froin the 

FmHA, and $598700 froin applicants for service. 

On June 6, 1986, the Coininiseion issued an Interim Order 

authorizing the construction and financing portion, and this Order 

w i l l  address the resulting revenue requirements and rate d e s i g n .  

Adair proposed rates calculated to produce total water sales 

of $413,737, exclusive of penalties and other iniscellaneous 



r e v e n u e s .  T h i s  O r d e r  a u t h o r i z e s  ra tes  c a l c u l a t e d  t o  produce a n  

annual s a l e s  volume of $ 3 9 6 , 8 4 7 .  

TEST PERXOD REVENUES AND EXPENSES 

Adair c h o s e  a 12-month test per iod e n d i n g  A u g u s t  31, 1985, 

w h i c h  t h e  Coinmission accepts, and  f i l e d  f i n a n c i a l  s t a t e m e n t s  show- 

i n g  a n e t  o p e r a t i n g  loss of $30,680. I n  r e s p o n s e  t o  a staff 

i n f o r m a t i o n  r e q u e s t ,  A d a i r  r e v i s e d  t h e  a c t u a l  and  pro fonna i ncome  

s t a t e m e n t s .  T h e s e  r e v i s i o n s  have b e e n  accepted by the C o i ~ n i s s i o n  

r e s u l t i n g  in a pro forma n e t  o p e r a t i n g  loss of $ 4 1 , 5 2 1  €or ra te-  

mak ing  p u r p o s e s ,  w i t h  t h e  f o l l o w i n g  e x c e p t i o n s :  

Oparatinq Revenue  

A d a i r ' s  s t a t e m e n t s  showed t e s t  period o p e r a t i n g  r e v e n u e s  of 

$292,009,  b u t  e r r o n e o u s l y  i n c l u d e d  t a p - o n  fees froin custoiners, 

w h i c h  s h o u l d  b e  c a p i t a l i z e d ,  of $16,673. Accordingly, the Coininis- 

s i o n  h a s  r e d u c e d  o p e r a t i n g  r e v e n u e s  by t h i s  amount .  

Adai r  a d j u s t e d  t e s t  period water sales r e v e n u e  t o  $266 ,857 ,  

t o  show a proportional increase i n  custoiners. Based upon an 

adjusted b i l l i n g  a n a l y s i s ,  t h e  C o m m i s s i o n  has d e t e r m i n e d  water 

s a l e s  to  be $ 2 6 3 , 1 4 9  froin existing r a t e s .  T h e r e f o r e ,  t h e  Coin- 

m i s s i o n  has  reduced p r o  fonna wate r  s a l e s  by $3,708. 

Coet of Meters 

Adair reported $ 2 3 , 4 9 6  for  * i n s t a l l  ineter e x p e n s e "  for t h e  

t e s t  period,  of w h i c h  $10,000 w a s  f o r  replacing old meters and 

$13,496 f o r  i n s t a l l a t i o n  of new meters. S i n c e  t h e  meters w i l l  

have a life of inore than ono year and will honefit f u t u r e  periods, 

' Response t o  I n f o n n a t i o n  R o q u e s t ,  A p r i l  7 ,  1966.  
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these costs should be capitalized and allocated over several 

periods. Therefore, operating expenses have been reduced by 

$23,496. 

Depreciat ion Expense 

Adair claimed d e p r e c i a t i o n  expense  of $91 ,313,  c a l c u l a t e d  on 
all depreciable property, including pro fonna depreciation expense 

of $28,875 on the noncontributed portion of the construction 

project . The Coininission reduces depreciation expense for rate- 

making purposes by contributions in aid of construction, as a 

utility should not be allowed recovery of that portion of the 

plant which has been provided at no cost. 

Based on the existing depreciation rate of 2.5 percent, 

depreciation expense has been reduced by $55,769 and is calculated 

to be $35,544 as follows: 

Utility Plant (8/31/85) 
Truck purchased 
Meters previously expensed 
Construction 

Less: Contributions (8/31/85) 
Total plant (exclusive of l a n d )  

Tap-on fees  on construction 
Grant on construction 
Retirement for replaced meters 
Tap-on fees existing customers 

$2,498,308 
8,500 

23,496 

2,236,886 
59,700 

891,000 
10,000 
16,673 

$1,421,745 

Purchased Water Expense 

Adair reported test period water purchases of $67,502. Based 

on water sales and purchases of 58,703,530 and 73,099,600 gallons, 

respectively, A d a i r  had an overall line lose of 19.7 percent. The 

Commission h a s  excluded t h e  gallonage for which settlement is 

being received for faulty construction, as discussed later in thle 
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Order, and  h a s  d e t e r m i n e d  n e t  wa te r  loss for r e t e - m a k i n g  p u r p o s e s  

t o  be 13.1 p e r c e n t .  2 

In order to  p r o p e r l y  m a t c h  purchased water and the billing 

a n a l y s i s ,  the Commiss ion  has d e t e r m i n e d  a l lowable  p u r c h a s e s  for 

e x i s t i n g  c u s t o m e r s  t o  be 67,175,000 g a l l o n s .  C o n s i d e r i n g  t h e  

a d d i t i o n a l  r e v e n u e  froin t h e  s e t t l e m e n t ,  t h e  Commiss ion  f i n d s  

72,733,000 gallons or  $69,096 t o  be the appropr ia te  l e v e l  of wate r  

p u r c h a s e s  for  e x i s t i n g  c u s t o m e r s .  For t h e  customers to be added 

by t h e  new c o n s t r u c t i o n ,  Adair p r o j e c t e d  usage of 30 ,134 ,000  ga l -  

l o n s  based on  a v e r a g e  u s a g e  of 160 ga l lons  p e r  day per custotner; 

however ,  t h e  h i s t o r i c a l  a v e r a g e  is 5 , 3 4 5  ga l lons  per  c u s t o m e r  per 

month.  Thus  t h e  Coinmission finds t h e  usage t o  be 33,096,240 

g a l l o n s .  Us ing  an a l l o w a n c e  for line loss of 1 3 . 1  percent ,  t h e  

C o i ~ n i s s i o n  finds t h e  a l lowable  purchases for t h e  projected c u s -  

tomers t o  be 3 8 , 0 8 5 , 4 3 1  g a l l o n s  or $ 2 5 , 8 0 4  and  $17,478,  respec- 

tively, froin t h e  two s u p p l i e r s .  Therefore, t h e  Coinmission f i n d s  

allowable w a t e r  p u r c h a s e s  for r a t e - m a k i n g  to  be 1 1 0 , 8 1 8 , 4 3 1  

g a l l o n s ,  or $112,378, a n  i n c r e a s e  of $101630. 

Therefore, t h e  test per iod  income s tatement  of A d a i r  h a s  been 

adjusted h e r e i n  as fOllOW8: 

A d a i r  I n c .  <Dec.> 
T e s  t - Per i od Coinrn i 8 8 i o n  Cornin i 8 8 i o n  

O p e r a t i n q  Revenue  
Pro Forma 
$292,009 

O p e r a t i n g  Expense  333,529 < 68.635) 264,894 
O p e r a t i n g  Income < L o s s >  <$41 ,52O> $ 4 8 , 2 5 4  'm 

* $ 5 , 2 8 0  t $.95/1000 g a l l o n s  = 5 , 5 5 8 , 0 0 0  g a l l o n s  e x c l u d e d  froin 
water p u r c h a u e e .  
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REVENUE REQUIREMENT 

The average a n n u a l  debt s e r v i c e  of A d a i r  f o r  t h e  n e x t  5 years 

is $120,584.  The a d j u s t e d  o p e r a t i n g  income p l u s  i n t e r e s t  incorne 

of $4 ,269  r e s u l t s  i n  income for r a t e - m a k i n g  p u r p o s e s  of $11,003 

and  would  allow A d a i r  a debt-service c o v e r a g e  ("DSC") of o n l y  

. 09X ,  w h i c h  would  n o t  be s u f f i c i e n t .  To a c h i e v e  a DSC of 1.2X, 

w h i c h  t h e  Coininission is of t h e  o p i n i o n  is t h s  f a i r ,  j u s t ,  and  

r e a s o n a b l e  c o v e r a g e  n e c e s s a r y  for A d a i r  to p a y  its o p e r a t i n g  

e x p e n s e s  a n d  t o  meet t h e  r e q u i r e m e n t s  of its c r e d i t o r s ,  Ada i r  

would require a n e t  o p e r a t i n g  income  of $144 ,701 .  A c c o r d i n g l y ,  

t h e  Commission h a s  detennined t h a t  a d d i t i o n a l  r e v e n u e  of $ 1 3 3 , 6 9 8  

is n e c e s s a r y .  

ACCOUNTING COMMENTARY 

Due t o  t h e  s e t t l e m e n t  Adair h a s  r e a c h e d  r e g a r d i n g  t h e  pre- 

v i o u s  f a u l t y  c o n s t r u c t i o n ,  t h e  Coininission d i rec ts  A d a i r  to  provide  

c e r t a i n  a c c o u n t i n g  t r e a t m e n t  t o  a d e q u a t e l y  d i s c l o s e  and p r e s e n t  

t h e  s e t t l e m e n t .  Roy B r o t h e r s  C o n s t r u c t i o n  Company ("Roy 

Bro the r s " )  performed c o n s t r u c t i o n  f o r  t h e  f a c i l i t i e s  of Adair .  

Major problems arose w i t h  t h e  c o n s t r u c t i o n ,  a n d  U n i t e d  S t a t e s  

F i d e l i t y  a n d  G u a r a n t y  Company ("USFGG")  w a s  h e l d  t o  Roy B r o t h e r s '  

p e r f o r m a n c e  bond.  U n t i l  t h e  f i n a l  s e t t l e m e n t  w a s  r e a c h e d ,  Adai r  

was be ing  compensated u n d e r  w a r r a n t y  p rov i s ions  of the construc- 

tion c o n t r a c t s  by USFLG for  a l l  w a t e r  losses i n  e x c e s s  of 12  

p e r c e n t .  F i n a l l y ,  a n  a g r e e m e n t  w a s  r e a c h e d  t o  s a t i s f y  a l l  claiins 

associated w i t h  t h e  f a u l t y  c o n s t r u c t i o n .  T h e s e  m o u n t s ,  t o t a l i n g  

$715 ,360 ,  are t o  be pa id  t o  A d a i r  b y  an a n n u i t y  provided b y  t h e  

E x e c u t i v e  L i f e  I n s u r a n c e  Coinpany of N e w  York .  The  a g r e e m e n t  was 
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s u b j e c t  t o  t h e  approval of RnHA, w h i c h  h a s  restricted t h e  $ 8 , 0 0 0  

a n n u a l  amount only to r epa i r s  r e l a t e d  to t h e  f a u l t y  c o n s t r u c t i o n ,  
3 and  $5,280 a n n u a l l y  t o  u s e  a g a i n s t  t h e  cost  of p u r c h a s e d  wa te r .  

In a d d i t i o n ,  t h e  settlement p r o v i d e d  for  payment of periodic lump 

sums of $50,000, r e c e i v a b l e  i n  1 9 9 4 ,  1 9 9 9 ,  2004 and  2009,  and  

$100,000 e a c h  i n  2014 and  2019 ,  all of w h i c h  are to be for 

r e p l a c e i n e n t s  or major repairs .  The Coirunission will require Adair 

t o  set  up restricted c a s h  a n d  d e f e r r e d  credit a c c o u n t s  f o r  receipt 

of t h e s e  p a y m e n t s .  T h e s e  accounts s h a l l  be d e c r e a s e d  a s  expendi-  

t u r e s  r e l a t e d  to t h e  faulty construction are incurred by Adair. 

An a d d i t i o n a l  j o u r n a l  e n t r y  will be r e q u i r e d  for t h e  $5,280 

for  water p u r c h a s e s .  Adalr w i l l  be required to appropriately flow 

t h e  $5,280 froin t h e  deferred account o n  t h e  balance s h e e t  t o  t h e  

income statement as revenues  s i n c e  water purchases w i l l  ref lect  

gross e x p e n s e s .  

In a d d i t i o n ,  i f  any  of t h e  f u n d s  from t h e  settlement result 

i n  an a d d i t i o n  to p l a n t  in service, those f u n d s  shall be a c c o u n t e d  

for as c o n t r i b u t i o n s  I n  a i d  of construction and records s h a l l  be 

m a i n t a i n e d  t o  d e t e r m i n e  t h e  appropriate  l e v e l  of t h e  a c c o u n t  for 

rate-rnaklng p u r p o s e s .  Also ,  the f u t u r e  a n n u a l  reports  of Adair 

shall include a sumnary s t a t e m e n t  of the a c t i v i t y  I n  t h e s e  

a c c o u n t s  f o r  the a p p l i c a b l e  period. 

A l s o  d r a w i n g  t h e  a t t e n t i o n  of t h e  Coininiss ion were the pro 

fonna a d j u s t m e n t s ,  based upon a s s u m p t i o n s ,  made by Adair  in its 

FinHA Letter to A d a i r ,  November 16, 1984. 
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f i l i n g .  I t  is t h e  pract ice  of t h e  Coininiss ion to  d i s a l l o w  assump- 

t i o n s  w h i c h  are  n o t  known or i n e a s u r a b l e  for r a t e - i n a k i n g  p u r p o s e s :  

however ,  i n  t h i s  case, t h e s e  assumptions were iininaterial i n  rela- 

t i o n  t o  rates.  The Coinmission has t h e r e f o r e  permitted the pro 

f o n n a  a d j u s t m e n t s  i n  t h i s  case. A d a i r  has also inade some specu- 

l a t i v e  i n c r e a s e s  in e x p e n s e s  for purposes of t h i s  filing. To what 

e x t e n t  t h e  e x p e n s e s  w i l l  a c t u a l l y  i n c r e a s e  is u n f o r e s e e a b l e  a t  

t h i s  time. Due to  t h e  i n c r e a s e d  c u s t o m e r  base froin t h e  c o n s t r u c -  

t i o n ,  e x p e n s e s  may i n c r e a s e  and as  s u c h  a c t u a l  expenses  are inde-  

t e r m i n a b l e  a n d  estimates are  sometilnes used. The Cotmnisaion has 

c h o s e n  t o  a l l o w  t h e s e  a d j u s t m e n t s t  however,  the Coilunissdon w i l l  

e x p e c t  Adair to a d e q u a t e l y  s u p p o r t  a n d  j u s t i f y  s u c h  increases i n  

f u t u r e  f i l i n g s .  The d e c i s i o n  to  allow such a d j u s t i n e n t s  in t h i s  

case s h o u l d  not be c o n s i d e r e d  a p r e c e d e n t  i n  o t h e r  f i l i n g s .  

T h e  Coinmission also e m p h a s i z e s  t h e  need  for  A d a i r  to follow 

t h e  USoA for  its a c c o u n t i n g .  

RATE DESIGN 

I n  its a p p l i c a t i o n  d a t e d  March 38 1986, Adair proposed rates 

t h a t  would p r o d u c e  r e v e n u e s  i n  access of t h e  r e v e n u e  r e q u i r e m e n t  

g i v e n  by t h e  C o i m i s s i o n  i n  t h i s  Order .  T h e r e f o r e ,  t h e  Coinmission 

has p r o v i d e d  rates in Append ix  A w h i c h  p r o d u c e  Sufficient revenue 
and which are considered t o  he f a i r ,  just and r e a s o n a b l e .  

I n c l u d e d  i n  t o t a l  r e v e n u e s  froin o p e r a t i o n s  is $19,149 w h i c h  

c o n s i s t  of $ 1 6 , 6 7 3  i n  t a p - o n  feee,  $18199 in r e c o n n e c t i o n  teem, 

and $1 ,277  i n  p e n a l t i e s .  I n c l u d e d  i n  Append ix  A are Adair's Ser- 

v i c e  C o n n e c t i o n  C h a r g e s ,  its Special Service C h a r g e s ,  and ita L a t e  

Payment  P e n a l t y  C h a r g e  . 
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FINDINGS AND ORDERS 

The Coinmission,  a f t e r  c o n s i d e r a t i o n  of t h e  a p p l i c a t i o n  and 

e v i d e n c e  of record a n d  b e i n g  advised, is of t h e  o p i n i o n  a n d  f i n d s  

t h a t :  

1. The r a t e s  proposed by Adair  produce revenues i n  excess 

of t h e  r e v e n u e s  f o u n d  r e a s o n a b l e  h e r e i n  and should be den ied  upon 

a p p l i c a t i o n  of KRS 2 7 8 . 0 3 0 .  

2. The rates and  c h a r g e s  i n  Append ix  A are the f a i r ,  j u s t ,  

a n d  r e a s o n a b l e  rates to be c h a r g e d  by Adair. 

3. Adair should f o l l o w  t h e  USoA for Water U t i l i t i e s  as 

prescribed by t h e  Conmission.  

IT IS THEREFORE ORDERED t h a t :  

1. The rates proposed by A d a i r  be a n d  t h e y  h e r e b y  are 

d e n i e d .  

2. The  rates in Appendix A be and they hereby are approved 

€or service rendered  by A d a i r  o n  and a f t e r  t h e  d a t e  of t h i s  Order .  

3. Adair shall f o l l o w  the USoA for Water utilities as 

prescribed by t h e  Coinmission. 

4 .  W i t h i n  30 d a y s  of t h e  d a t e  of t h i s  Order, A d a i r  s h a l l  

file with this Coininission i ts  r e v i s e d  t a r i f f  sheets s e t t i n g  out 

t h e  rate6 approved herein. 
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Done a t  Frankfort, Kentucky, this 11th day of July, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Secretary 



APPENDIX A 

APPENDIX To AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION I N  CASE NO. 9518 DATED m y  11, 1986. 

The  f o l l o w i n g  r a t e s  and charges are prescribed for the 

customers r e c e i v i n g  water s e r v i c e  from Adair County  Wate r  

Dis t r ic t  . A l l  o t h e r  rates and c h a r g e s  n o t  s p e c i f i c a l l y  m e n t i o n e d  

h e r e i n  s h a l l  remain the Same as  t h o s e  i n  e f f e c t  u n d e r  a u t h o r i t y  of 

t h i s  C o m m i s s i o n  prior t o  t h e  e f f e c t i v e  date  of this Order. 

R a t e s  

Meter S i z e  and Usaqe 

5/aa X 3/4Ia Meter 

Next 3,000 gallons 
N e x t  5,000 g a l l o n s  
Ne::t 15,000 gallons 
Over 25,000 ga l lons  

F i r s t  2 , 0 0 0  g a l l o n s  

3/4” Meter 

F i r s t  3,000 gallons 
Next  2 , 0 0 0  gallons 
Next  5,000 gal lon5 
Next  15,000 g a l l o n s  
O v e r  2 5 , 0 0 0  g a l l o n s  

1” Meter 

F i r s t  5 ,000  ga l lons  
Next  5,000 gallons 
Next  15,000 g a l l o n s  
Over  25,000 gallons 

h 1/2” Meter 

F i r s t  1 0 , 0 0 0  g a l l o n s  
Next 15,000 g a l l o n s  
Over 25,000 gallons 

$11.30 Minimum B i l l  
3.90 per 1 ,000  gallons 
3.50 per 1,000 gallons 
3.00 per 1,000 gallons 
2 . 0 0  per 1 , 0 0 0  g a l l o n s  

$15.20 Minimum BI11 
3.90 per 1,000 g a l l o n s  
3.50 per 1,000 g a l l o n o  
3.00 per 1 , 0 0 0  g a l l o n s  
2.00 per 1 , 0 0 0  gallons 

$23.00 M i n i m u m  B i l l  
3.50  p e r  1,000 gallons 
3.00 per 1,000 gallons 
2 . 0 0  per 1 , 0 0 0  g a l l o n s  

$40,50  Minimum B i l l  
3.00 per 1,000 gallon8 
2.00 per 1,000 gallons 



Rates 

Meter S i z e  ard Usage 

2 "  Meter 

F i r s t  16 ,000  g a l l o n s  
Next 9 ,000  g a l l o n s  
Over 2 5 8 0 0 0  g a l l o n s  

5 / 8 "  X 3/4" m e t e r  
3/4" m e t e r  

1" meter 
1 1/2" meter 

2 "  meter 

$58.50  Minimum Bill 
3.00 gez 1,000 gallons 
2 . 0 0  per 1 , 0 0 0  gallons 

Reconnect ion  Charge 

Disconnection Charge 
R e i n s t a l l a t  i o n  Charge 

Service Connect ion  Charqes 

$250 
250 
A c t u a l  cost  
A c t u a l  cost 
A c t u a l  cost 

$15.00* 
20 .  oo** 
15.00 
3 0 . 0 0  

Special  Service Charqes 

Meter Reading Recheck Charge 
Meter T e s t  Request  
Service I n v e s t i g a t i o n  Charge 

$25 - 00  
17.50 

30.00** 
25 00* 

Late Payment P e n a l t y  Charge 1 0  p e r c e n t  

During regular workfng hours  
** A f t e r  regular working hour8 
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